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PATTERN SPEECH TO BE GIVEN TO SMALL BUSINESS GROUPS

TAX AIDS TO SMALL BUSINESS

As I explained to your chairman, I expect to talk
mainly about taxes, but I also want to expand that a little

bit to include a subject that is of interest to all of us I
am sure — particularly to the many businessmen among us.

That is the subject of government aid to small business ...

Just what aid is available, and how many of you can take ad
vantage of it.

I believe all of us in this room are, in one way or
another, concerned with small business.

Many of us have been

worried as. we have watched small manufacturers being swallowed
up by big ones, local grocery stores being replaced by giant

supermarkets, and clothing shops giving way to big department
store chains.

Our voices have been many, but you can’t move

governments with a babble of voices.

It helps to have cold,

hard facts.
Why, then, did Congress suddenly come up with a whole
package of legislation in 1958, all calculated to help small

business?

The answer is simple really.

Over the past few years,
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a number of surveys have been conducted on the problems facing
small business.

These surveys have acted, as a spur to the

recognition of these problems among people who may have an in
fluence on their solution.

After all, it’s often difficult to

estimate the need for a solution if the scope of the problem is
unknown.

How many of us would guess that small business accounts

for about 35 percent of the total dollar volume of sales through

out the country?

Probably very few, and that 35 percent is a

big and important part of our nation’s economy . . . and if our

nation’s economy is to be healthy, small business must necessarily
be healthy.
When small business disappearances are estimated at a
rate of about 1,000 a day, it is no wonder that Congress was stun

ned into action.
legislation?

And now, what are the results of the 1958

What did the small businessman gain?

Well, for one

thing he gained a number of tax concessions from the Technical
Amendments Act and from the Small Business Tax Revision Act.

Then,

too, he gained from the permanent establishment of the Small Business
Administration, which offers considerable help and guidance.

And

finally, he gained a new possible source of much needed capital from

the passing of the Small Business Investment Act.

The gains really are substantial.

It remains for the

small businessman to get acquainted with the new legislation and to
put It to good use.
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The area in which small business will first feel the
effect of the 1958 legislation is the area of taxation.

Say,

for example, that over the years you have built up a small construc

tion company.

You have trained your son in the business, and you

would like to leave it to him.

Estate taxes are high; in fact,

they are so high that many businesses have been forced to merge
or liquidate in order to pay them.

Well, under the new tax amend

ments you have the comfort of knowing that your estate will have a

full ten years to pay the estate taxes, and therefore, the business
will not need to be liquidated.
The new estate tax revision may ease your peace of mind,

but perhaps you are more interested in the immediate cash bene

fits that might be available if your corporation’s profits were

taxed only to you.

One of the 1958 amendments allows a corporation

to do this, and still remain a corporation.

For example , suppose

you are a stockholder in a small corporation that runs a lumber
yard.

At the present time, the corporation pays tax on its profits

and then distributes a proportionate share of the profits to you
in the form of a dividend.
as part of your income.

You would then pay tax on the dividend

So you see, in effect there is a double

tax on the corporation’s profits.
If the corporation were to take advantage of this new

revision, the profits would be considered income to the stockholders
in proportion to the amount of stock they hold.

In other words, you

would pay personal income tax on your proportionate share of the

profits.

The corporation would pay no federal tax.

Although

you pay tax on the profits, you and the other stockholders can
agree to leave some of the money in the business, which you can

withdraw at a later date without paying any additional taxes.

How

ever, the election must still be in effect for the year in which

you make such a withdrawal.
There are a number of qualifications to consider if
you want to make use of this amendment.

For instance, your company

must have no more than 10 stockholders.

All of the stockholders

must consent to the election, and this must be done no later than
the end of the first month of the year in which the election is

effective.

There are also many other qualifications, but it would

certainly be worthwhile to examine your own business to see if this

amendment can mean dollar savings to you.

However, be aware that

there are a number of questions being raised by CPAs throughout the
country.

Questions that are not answered by the wording of the

amendment.
I wonder how many small businesses have felt the squeeze
of having to buy new equipment.

How about a small newspaper that

has to lay out money for a new casting machine.

Ten thousand odd

dollars can make a big dent in the cash drawer, but it's either that

or close up shop.

Well, one of the provisions of the Small Business

Tax Revision Act allows for Just such a situation.

Say the casting
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machine had a useful life of ten years.

In the past the newspaper

man could deduct a maximum of $2,000 as depreciation in the year he

bought the casting machine.

With the new additional first-year

depreciation allowance, he can now deduct about $3,6OO.

The extra

$1,600 can mean quite a bit to this particular small businessman.

Very briefly, this additional first-year depreciation
allowance is 20 percent per taxpayer on $10,000 worth of new or

used equipment with a useful life of at least six years.

This

amounts to $2,000 in this case, and the additional $1,600 represents

depreciation on the remaining cost of $0,000.

I have mentioned three of the new tax benefits for
small business that seem significant, but there are also others.

Although losses are not something we look forward to having, it

is comforting to know that some of the new tax revisions would

help to ease the pain.

For instance, there is a possibility of a

full deduction for any losses arising out of sales of stock in a

small business corporation.

You can also offset losses from

operations against income of 8 years rather than 7 years.

Since

the cause of getting new tax savings is worthwhile, I think the

1958 tax legislation deserves some of your attention.
At the beginning of my talk, I spoke of a whole pack

age of legislation that will aid the small businessman.

True,

the tax changes are a big part of the package, but there is also

much more that isn't as generally discussed.

For example the
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Small Business Administration — or SBA, as it is called — was
made a permanent agency.

I believe a restatement of what the

SBA does for small business will show how important this particular

change is.
The SBA’s aids to small business are many and varied, so

I would like to try and confine my discussion to some specifics.

What better place to start than the candy store on the corner?
The proprietor has been in business in the same location since
the town began to grow, and consequently his equipment is a
little old-fashioned.

His little establishment has become a

Saturday-night meeting place for many people in the town, and

he’d like to make it more presentable . . . more up-to-date.

He

needs a large air conditioner, a new counter with better facil
ities, perhaps even some new chairs and tables.

He’s well

thought of at the local bank, but the equipment he needs will

cost $13,000 or $14,000, and the bank feels that's more than it

would like to lend to him at that time.
This proprietor can approach the Small Business Admin

istration, and will stand a very good chance of getting the loan

at a maximum rate of

percent.

The SBA will try and interest

the local bank in participating in the loan, because they are not
in the business of competing with banks.

Their sole purpose is

to help the small businessman.
Let's look at some other examples of Small Business
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Administration aid..

small business.

employees.

This time we will take a somewhat larger

Say you own a manufacturing plant with about 200

You are known in the town for the quality of your work,

but there Just isn't enough business available to Justify your ex

pansion ... and. let's face it, every business wants to grow.
You look with envy at the fat government contracts, but you
don't know how to go about getting one.
You can go to the nearest regional office of the

Small Business Administration and request their assistance.
Here's what they will do for you.

First they will look at your

business and decide what type of contract you are capable of
handling*

They will explain how you can put your company on

the military procurement lists, and they will help you prepare

bids.

In some cases, if you are a low bidder on a government

contract, they will issue a "certificate of competency," which
certifies to other government agencies that you have the facili

ties, men and financial standing necessary to fulfill a particular

contract.

This service of the SBA can mean an important source of

new business for you.
So far, I have mentioned two specific areas in which

the SBA can be of direct help to small business.

Now let's turn

to some of the less tangible but equally valuable aid that is
available.

Any businessman would be fooling himself if he thought

he knew it all.

In any business there are always new changes,
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new developmental and new ideas.

If a businessman, large or small,

is to stay successful he must keep up with anything new.

For this

reason, many men find themselves sitting in college classrooms a
few evenings each month.

Unfortunately, for the small businessman,

college courses have too frequently been designed to cover the needs

of giant corporations.

The Small Business Administration, aware

of this situation, puts out many useful pamphlets on the manage

ment problems of small business.

It has created a teem of produc

tion specialists who offer advice on production and marketing
problems.

It also sponsors management courses in colleges around

the country ... courses directed to the small businessman.

Any

field office of the SBA can tell you where these courses are of
fered and how you can register for them.

It seems I could go on for hours telling what the SBA

Will do.

I could talk about disaster loans, and about help in

applying for patents, help in conducting research and in securing
subcontracts, and so on, but the time is limited.

Let me just sug

gest that if you are in a small business, you contact the field

Office of the SBA and find out what help is available.

Now ... the Small Business Investment Act.

The title

doesn't tell us very much, but this one Act has the potential for
giving a big lift to the whole small business community.

Congress

has opened the door to what we hope will be a mushrooming growth
Of investment companies whose main purpose will be to give long
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term and equity type of financing to small businesses.
a two-prong advantage.

This Act has

One, you may decide to invest in an invest

ment company, and two, you may decide to take advantage of the

hitherto rare long-term loan.
I’d like to discuss these two advantages separately;

first, the possibility of getting a loan.

The high rate of expansion

among the big businesses of the country is apt to leave small
business far behind.

What are small businesses to do?

They usually

can’t get the necessary long-term financing from local banks, so
are they to become stagnant?

This points up the very valuable part

the new small business investment companies can play in the small

business community.

They offer a new source of money, but again,

not in competition with the banks.

This is the kind of money that

the banks aren’t able to offer . . . long-term money necessary for

the expansion of plants, the purchase of expensive equipment, the
opening of new stores.

The small business investment companies have a little
more leeway in granting credit than a bank.

They judge your

ability to carry a loan on what are loosely described as common
sense credit requirements.

They may either make a term loan to the

business or they purchase convertible debentures from you, which
they cun exchange for stock of your corporation if they so desire.
In effect, those long-term loans that you can’t get from the banks

will probably be available from the investment companies.
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The small business investment companies may be licensed

and, to a degree, regulated by the Small Business Administration.
This brings us to the other advantage of the Small Business Invest

ment Act.

That is the opportunity to invest in the small business

investment companies.

In order to establish such a company, you need $300,000.

However, if a few of you were to get together $150,000, the Small

Business Administration is authorized to loan you an additional
$150,000, and then you are in business.

Businessmen and banks are

getting together in many communities around the country to create .

investment companies and thus aid the expansion of local business.
I’m sure all or you in the audience can see the poten

tial of this Act.

How well we realize that potential will largely

depend on how the program works out.

If everything goes well, and

if Congress continues to put through small business legislation,
then the horizon for small business is indeed bright.

An indication

of what's to come is the new legislation that provides the Small
Business Administration with a revolving fund authorization of

$250,000,000 for this program.
Now in conclusion, let me sum up the small business gains

from the 1958 legislation.

concessions.

First, there are a number of new tax

Second, there is a revitalization of the services

offered by SBA.

And finally, there is a prospect of a new source

from which to borrow money, with the passing of the Small Business
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Investment Act.

These gains are substantial in themselves, but

they might be even more valuable in another respect.

It may well

be that a trend to aid small business has begun ... a trend that

will result in more and bigger gains this year and in the years to

come.
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